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KEY ECONOMIC INDICATORS 
All values in millions US$ Exchange rates as of November 8, 1974: 
unless otherwise indicated US$1 = E°1,340 Bankers Rate 
E° = Escudos E°1,450 Brokers Rate 
1 % 
1972 1973 1974. %change change 


1973/74 1972/3 

INCOME, PRODUCTION, EMPLOYMENT 
GDP-constant 1965 prices (millions of E>) 23,689 22,753" +  —-23,891° 5.0 
Per capita GDP-constant 1965 prices (E°) 2,336" 2,205° 2,295" 4.1 
Gross fixed investment as % of GDP 13.9° 14.1° ~ ~ 
Industrial production INE index (1968=100) 

(Average) Jan-Aug Aver. 122.6 117.3 113.5 
Industrial production SOFOFA (1969=100) 

(Average) Jan-July Aver. 117.6 110.0 110.7 
Copper (thousand metric tons) June 716.8 ; 522.3 
Copper (Gran Minerfa)(thousand mt.tons) Oct. 592.6 
Nitrates (thousand gross metric tons) Oct. 707.4 
lron Ore (million metric tons) Oct. 8. 
Employment (thousand) Sept. (Dec) |Gr eater San-_ 1,062. 
Unemployment rate (%)(Dec)Sept J tiago only 3. 


MONEY AND PRICES 
Total money supply (millions E)(Dec.average) 

Oct. average 64,611 287,537 930,079 371.4 
Major banks interest rate (%) (second half) 24.0 60.0 96.0 60.0 
Consumer Price Index (Dec 1969#100) Oct. 265.5 1,202.1 10,752.1 351.0 
Wholesale Price Index (1969=100) Aug. 372.5 2,277.6 = 28,900.5 2,318.5 


BALANCE OF PAYMENTS AND TRADE 
External debt (end December) SOS 3,124.9 3,454.7 4,000.0° 15.8 
International reserve position (end Dec) July - 293.6 - 503.5 - 324.5 32.2 
Balance of Payments - 323.5 -253.2 -197.7% 21.9 
Balance of Trade (goods) - 469.3 - 284.7 27.2 209.0 
Exports (goods) June 853.7 1,367.1 1,352.1 157.7 
U.S. share FOB (Chilean Customs) June 82.1 105.8 217.2 105.3 
U.S. share FOB (US Dept. Commerce) Sept. 82.9 101.9 256.7 398.5 
Imports (goods) June 1,323.0 1,607.7 768.1 51.3 
U.S. share CIF (Chilean Customs) June 160.5 - 21.7 53.3 
U.S. share FAS (US Dept.Commerce) July 185.9 248.5 218.3 118.5 
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Major Import Registrations from U.S. (Central Bank) (Jan-June 1974) (millions US$): Machinery, 
spare parts, non-electric (21.9); Chemical elements and compounds (27.8); Non-metallic minerals 


(29.0): Edible oils (15.0); Cereals (55.8). 


Sources: Planning Office, National Institute of Statistics, Central Bank, U.S. Department of Com- 
merce, Chilean Manufacturers Association (SOFOFA), Chilean Nitrate Company (SOQUI- 
MICH), Steel Company (CAP), Chilean Customs. 


Notes: 1/ Partial figures compared to same period or month in previous year. 
e Estimate. 





SUMMARY 


Economically, 1974 has been a difficult year for Chile. Inflation has averaged out at 
an annual rate of about 350%, industrial production has expanded more slowly than 
expected, unemployment remains high. Despite the fact that the response of the 
economy to the stabilization program has been more sluggish than originally forecast, 
the Chilean economy is in much better shape today than a year ago and many economic 
reforms needed for long-term growth have been adopted or will be in the coming months. 


The most disappointing aspect of the Chilean economy in 1974 has been the stubborn 
resistance of inflation to stabilization measures. Although inflationary pressures have 
subsided from the feverish rate reached immediately before and continuing into the months 
after the 1973 military takeover, the rate of price change remains extremely high, and 
there is little chance that inflation anytime soon will be brought down to an acceptable 
rate. Currently, the most hotly contested economic issue in Chile is the need for more 
stringent fiscal and monetary policies versus the need for economic growth. 


On the brighter side, the Government is going forward with a number of economic reforms 
conducive to the establishment of a viable economic structure and to future high economic 
growth rates. Tariff levels have been lowered and trade restrictions lifted and the Govern- 
ment plans to continue this liberalization until barriers are only marginally protective of 
domestic industry. The new foreign investment and banking laws and forthcoming reforms 
of the tax system are lelping to produce a more attractive environment for foreign and 
domestic investors. 


Of more immediate significance to the economy have been the general lifting of price 
controls, the reduction of state subsidies to public enterprises, and the return of intervened 
businesses to their owners. These incentives to the private sector combined with much 
excess capacity, a loosening up of foreign exchange availabilities and better access to 
foreign financing enabled the economy to expand at a respectable rate--about 5%--in 1974. 


Also important to the economic prospects of Chile has been the process of normalizing 
Chile's financial relations with and reestablishing access to foreign sources of credit. 
Agreements have now been signed with most of Chile's Western creditors to reschedule debt 
obligations falling due in 1973-74, and Chile has begun to receive a substantial flow of 
loans from international and governmental financial institutions. Further debt renegotia- 


tions under the Paris Club umbrella are expected to take place in early 1975. 
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Chile's immediate economic prospects are, on the whole, mildly favorable. Better 
prices to Chilean farmers should pay off in a substantial increase in agricultural 
output. Although excess capacity in the mining industry is much reduced, there 
is still room for modest expansion in copper mining and substantial expansion in 
nitrate production. The manufacturing sector should register gains in 1975 
provided foreign exchange for capital imports is not further constrained. 


The greatest threat to Chile's economic prospects is an inhospitable international 
economic environment. During the first half of 1974 high copper prices cushioned 
the impact of higher oil and food prices on the domestic economy. A continuation 
of current copper prices ($0.60-0.70 Ib.) and adverse terms of trade would greatly 
increase Chile's external financing requirements and could decrease economic 


activity in 1975. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Situation 


Government economic policy in 1974 has been directed toward effecting a 
rapid adjustment of relative prices while softening the impact of tighter 
monetary and fiscal policies:on employment and real wages. Expectations of 
what could be accomplished in 1974 have not been completely fulfilled, partly 
because of unfavorable international price developments and partly because of 
a less than complete compatibility between price stabilization, employment and 
income objectives. 


The program for lifting domestic price controls and international trade barriers 
has continued to go forward and steady progress is being made in reducing the 
size of the government deficit. Only a few items are now subject to 
administrative control and their prices have been brought more closely into line 
with market prices during the course of 1974. The maximum tariff level has 
been reduced to 150 percent, except for a few items the import of which remains 
effectively prohibited. Eventually (say, by 1977) the government expects to 
reduce tariff levels to an average of 30 percent with little dispersion about 
this mean level. The relative size of the government deficit will have been 
reduced by year's end to about 21 percent of total governmental expenditures 
and budget forecasts show the ratio of deficit to expenditures falling to about 
15 percent in 1975. The GOC's program for a steady divestment of many of the 
state enterprises and a more efficient management of those remaining under state 
control is contributing to better fiscal management. 


In mid-1974 the GOC decreed new foreign investment and banking laws which 
in time should catalyze a higher level of domestic investment. The foreign 
investment law (Decree Law 600) guarantees non-discriminatory treatment of 
foreign as compared with national investors and leaves most details governing a 
foreign investment to be set out in a contract to be negotiated between an 
official government investment committee and the potential investor. The new 
banking law, which will eventually return about half of total banking assets to 
the private sector, and a government policy of fostering a strong private capital 
market will also help to raise the level of private financial activity and to 
encourage private investment. 


For 1975 the GOC is planning to implement wide-ranging tax reforms which, 
inter alia, will mostly end the many tax subsidies in Chile's tax regime, will 

tax more uniformly income from different sources, and replace the turnover tax 
by a more rational system of indirect taxation--the value added tax. The overall 
effect would be to encourage a higher volume of savings and investment and a 
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more efficient allocation of resources within the economy. 


While commendable progress has been made in getting Chile's fiscal affairs 

into better order and in introducing reforms for a more elastic and dynamic 
economy, progress on immediate economic problems--controlling inflation and 
expanding employment--has been less heartening. Although the relative size 
of the public sector has fallen substantially in the past year, it remains very 
large. Fiscal retrenchment has been slowed both by Government reluctance to 
flush out marginal civil service workers and by the Government's policy of 
maintaining real wage levels. Both policies have tended to slow the pace of 
adjustment and have added to cost-push inflationary pressures. Central Bank 
financing on a massive scale has been necessary to bridge the gap between 
receipts and expenditures in the public sector and to avoid a credit crunch 

on the private sector. The result has been some expansion in part of the industrial 
sector--particularly in wood and paper industry--but at the expense of a slower 
rate of adjustment and of very rapid inflation. 


The issue presently confronting the GOC is to find the optimal mix between 
greater near-term stringency--meaning faster adjustment and better long-term 
growth prospects--and more rapid near-term growth of employment and output. 
On one side are the fiscal and monetary orthodox who argue that economic 
reform should proceed as quickly as possible and that economic growth prospects 
are enhanced by stern measures correcting badly skewed relative prices. On the 
other side are the expansionists who argue that fiscal and monetary restraint in 
Chile only result in high unemployment and lost output which Chile cannot 
afford. The real differences between these two schools of course concern the 
ability of the Chilean economy to respond to price incentives and, as usual, both 
schools argue that their recommendations will lead to better results on all counts. 
For the moment, government policy is firmly middle-ground. 


Foreign Sector Developments 


The windfalls from record high copper prices for the first half of the year evaporated 
with falling copper prices during the second-half. The result will be a substantially 
larger current account deficit than originally anticipated and rather gloomy 
possibilities for Chile's 1975 balance of payments. 


Because copper, which constitutes 70-80 percent of Chile's exports, rose to a record 
high LME price of $1.51 in April 1974, Chile was able to run a trade surplus for 
the first semester of 1974 despite a quadrupling of oil import prices and much 
higher food prices. In the second half of 1974 the price of copper sank to a level 
of $0.60-0.70 a pound while prices of Chile's imports remained at their previous 
high levels or rose further. This massive shift in the terms of trade has not only 
meant less than hoped for improvement in Chile's external liquidity position. 





The favorable renegotiation of Chile's 1973-74 debts, substantial IMF financing, 
and long-term private capital inflows will cover most of the current account 
deficit for 1974. While foreign direct investment and economic assistance type 
flows should reach significant levels in 1975, it seems likely that external 
assistance, including IMF, will be needed on a scale at least equal to 1974 

levels of assistance if Chile is to attain a satisfactory economic performance. 

At today's copper prices, Chile's income from exports will decline sharply 
despite high copper output and rapidly growing industrial and agricultural 
exports. Room for cutting back on imports is mostly limited to foodstuffs 
where domestic production is expected to meet a much larger part of Chile's food 
bill in 1975 than in immediately preceding years. Sizable reductions in other 
import sectors would slow recovery of Chile's industrial sector and have an 
adverse effect on living standards. 


IMPLICATIONS FOR THE UNITED STATES 


Investment 


The Government has now settled almost all cases involving firms with U.S. 
investment expropriated or intervened by the Allende regime. Settlements have 
been reached with U.S. copper companies for compensation, and more recently 
the Government and ITT agreed on a settlement of ITT's claims. Virtually all 
other U.S. firms involved have been returned to control of their owners. 


The new Foreign Investment Law and government policy are designed to promote 
a large flow of foreign direct investment. So far, the slowness of the Chilean 
screening process of prospective foreign investments and uncertainty about the 
effects Chile's investment law might have on the Andean investment code 
(Decision 24) and Chile's status as a member of the Andean Pact have tended 
to delay the materialization of significant new investment. However, many 
foreign firms are still showing considerable interest in what they perceive as 
new and attractive opportunities in Chile. These include many American 
companies which are looking primarily but not only at the mining sector. 


Trade 


U.S. exports to Chile have expanded sharply since the September 1973 change of 
Government. In 1973 Chile only imported about $250 million of U.S. goods; 
1974 results are expected to show about $400 million of U.S. exports to Chile. 





Gains in the foodstuffs and capital goods sectors stand out in the 1974 
U.S. performance in the Chilean market. PL-480 assistance and more 
ample U.S. financing have been facilitative of these larger U.S. sales. 


In 1975 U.S. exports to Chile should hold up well provided adequate 
financing is available. Ex-Im Bank help in financing a $42 million 
electric power project has already been scheduled. Additional opportunities 
for long-term financing will become available as investments for the 
development of Chile's rich mineral and agricultural resources begin to 
materialize. The biggest threat to U.S. exports is Chile's tight foreign 
exchange situation. U.S. agricultural exports to Chile are almost certain 
to fall in 1975 because of rising Chilean agricultural output. U.S. exports 
of other intermediate and consumer goods could also fall if Chile is forced 
to cut back on imports. 


Chile traditionally has sent a substantial volume of products originating in the 
mining sector to the U.S. market. Adoption of a more open international 
economic policy coincides with rising local interest in exporting to the 

U.S. market. Chile is closely following U.S. development of a system of 
general preferences and can be expected to take advantage of trade opportunities 


which are opened up by this legislation. 
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